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transporting or processing your gas
production that affects valuation, the
time periods to make adjustments in
paragraphs (l)(1)(i) and (ii) of this sec-
tion will be extended for 6 months after
your dispute is finally resolved. The
time period to complete audits and
issue demands or orders is correspond-
ingly extended;

(ii) If there is a written agreement
between you and MMS or its delegee (if
applicable) to extend the time limit,
the time period is extended for the pe-
riod stated in the agreement;

(iii) If there is a pending regulatory
proceeding by any agency with juris-
diction over sales prices for gas that
could affect the value of the gas, the
time period to make adjustments in
paragraphs (l)(1)(i) and (ii) of this sec-
tion will be extended for 90 days after
final resolution of the pending regu-
latory proceeding, including any period
for judicial review. The time period to
complete audits and issue demands or
orders is correspondingly extended;

(iv) If the lessee fails or refuses to
provide records or information in its
possession or control necessary to com-
plete the audit, the time period to
issue demands or orders will be ex-
tended for any time periods that MMS
cannot obtain the records or informa-
tion; and

(v) The time period in paragraphs
(l)(1)(i) and (ii) of this section will not
apply in situations involving fraud or
intentional misrepresentation or con-
cealment of a material fact for the pur-
pose of evading a payment obligation.

(3) For purposes of this paragraph (l),
demand or order means an order to pay
a specific amount or an amount that
the lessee may easily calculate. It also
includes an order to perform a restruc-
tured accounting based upon repeated,
systemic reporting errors for a signifi-
cant number of leases or a single lease
for a significant number of reporting
months. The order to perform a re-
structured accounting must specify the
reasons and the factual bases for the
order.

(4) If an audit discloses overpayments
for any lease, the lessee may credit
those overpayments against any under-
payments due on that same lease.

§ 206.175 How do I determine quan-
tities and qualities of production
for computing royalties?

(a) For unprocessed gas, you must
pay royalties on the quantity and qual-
ity at the facility measurement point
BLM either allowed or approved.

(b) For residue gas and gas plant
products, you must pay royalties on
your share of the monthly net output
of the plant even though residue gas
and/or gas plant products may be in
temporary storage.

(c) If you have no ownership interest
in the processing plant and you do not
operate the plant, you may use the
contract volume allocation to deter-
mine your share of plant products.

(d) If you have an ownership interest
in the plant or if you operate it, use
the following procedure to determine
the quantity of the residue gas and gas
plant products attributable to you for
royalty payment purposes:

(1) When the net output of the proc-
essing plant is derived from gas ob-
tained from only one lease, the quan-
tity of the residue gas and gas plant
products on which you must pay roy-
alty is the net output of the plant.

(2) When the net output of a proc-
essing plant is derived from gas ob-
tained from more than one lease pro-
ducing gas of uniform content, the
quantity of the residue gas and gas
plant products allocable to each lease
must be in the same proportions as the
ratios obtained by dividing the amount
of gas delivered to the plant from each
lease by the total amount of gas deliv-
ered from all leases.

(3) When the net output of a proc-
essing plant is derived from gas ob-
tained from more than one lease pro-
ducing gas of non-uniform content, the
volumes of residue gas and gas plant
products allocable to each lease are
based on theoretical volumes of residue
gas and gas plant products measured in
the lease gas stream. You must cal-
culate the portion of net plant output
of residue gas and gas plant products
attributable to each lease as follows:

(i) First, compute the theoretical
volumes of residue gas and of gas plant
products attributable to the lease by
multiplying the lease volume of the
gas stream by the tested residue gas
content (mole percentage) or gas plant
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product (GPM) content of the gas
stream;

(ii) Second, calculate the theoretical
volumes of residue gas and of gas plant
products delivered from all leases by
summing the theoretical volumes of
residue gas and of gas plant products
delivered from each lease; and

(iii) Third, calculate the theoretical
quantities of net plant output of res-
idue gas and of gas plant products at-
tributable to each lease by multiplying
the net plant output of residue gas, or
gas plant products, by the ratio in
which the theoretical volumes of res-
idue gas, or gas plant products, is the
numerator and the theoretical volume
of residue gas, or gas plant products,
delivered from all leases is the denomi-
nator.

(4) You may request MMS approval of
other methods for determining the
quantity of residue gas and gas plant
products allocable to each lease. If
MMS approves a different method, it
will be applicable to all gas production
from your Indian leases that is proc-
essed in the same plant.

(e) You may not take any deductions
from the royalty volume or royalty
value for actual or theoretical losses.
Any actual loss of unprocessed gas in-
curred prior to the facility measure-
ment point will not be subject to roy-
alty if BLM determines that the loss
was unavoidable.

§ 206.176 How do I perform accounting
for comparison?

(a) This section applies if the gas pro-
duced from your Indian lease is proc-
essed and that Indian lease requires ac-
counting for comparison (also referred
to as actual dual accounting). Except
as provided in paragraphs (b) and (c) of
this section, the actual dual account-
ing value, for royalty purposes, is the
greater of the following two values:

(1) The combined value of the fol-
lowing products:

(i) The residue gas and gas plant
products resulting from processing the
gas determined under either § 206.172 or
§ 206.174, less any applicable allowances;
and

(ii) Any drip condensate associated
with the processed gas recovered down-
stream of the point of royalty settle-
ment without resorting to processing

determined under § 206.52, less applica-
ble allowances.

(2) The value of the gas prior to proc-
essing determined under either § 206.172
or § 206.174, including any applicable al-
lowances.

(b) If you are required to account for
comparison, you may elect to use the
alternative dual accounting method-
ology provided for in § 206.173 instead of
the provisions in paragraph (a) of this
section.

(c) Accounting for comparison is not
required for gas if no gas from the lease
is processed until after the gas flows
into a pipeline with an index located in
an index zone or into a mainline pipe-
line not in an index zone. If you do not
perform dual accounting, you must cer-
tify to MMS that gas flows into such a
pipeline before it is processed.

(d) Except as provided in paragraph
(e) of this section, if you value any gas
production from a lease for a month
using the dual accounting provisions of
this section or the alternative dual ac-
counting methodology of § 206.173, then
the value of that gas is the minimum
value for any other gas production
from that lease for that month flowing
through the same facility measure-
ment point.

(e) If the weighted-average Btu qual-
ity for your lease is less than 1,000
Btu’s per cubic foot, see
§ 206.173(b)(4)(ii) to determine if you
must perform a dual accounting cal-
culation.

TRANSPORTATION ALLOWANCES

§ 206.177 What general requirements
regarding transportation allow-
ances apply to me?

(a) When you value gas under § 206.174
at a point off the lease, unit, or
communitized area (for example, sales
point or point of value determination),
you may deduct from value a transpor-
tation allowance to reflect the value,
for royalty purposes, at the lease, unit,
or communitized area. The allowance
is based on the reasonable actual costs
you incurred to transport unprocessed
gas, residue gas, or gas plant products
from a lease to a point off the lease,
unit, or communitized area. This would
include, if appropriate, transportation
from the lease to a gas processing plant
off the lease, unit, or communitized
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